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SUBJECT: UK COST ESCALATION COVER SCHEME 
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1 . EMBASSY RAISED QUESTION OF CHANGES IN UK EXPORT 
COST ESCALATIMN INSURANCE SCHEME DURING AMBASSADOR 
WALKER'S MEETINGS DECEMBER 18 WITH TRADE MINISTER 
PETER SHORE, PERMANENT SECRETARY PETER THORNTON AND 
DEPUTY SECRETARY ROBIN GRAY, INQUIRING AS TO CONTENT OE 
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ING CONCERN IF SCHEME WAS TO BE EXPANDED. WE TOLD SHORE 
WE THOUGHT EFFORTS SHOULD BE DIRECTED TOWARD GETTING RID 
OF SUCH SCHEMES TO EXTENT THEY INVOLVE SUBSIDY RATHER 
THAN EXPANDING THEM. 

2. SHORE AND OTHER RESPONDENTS TOOK THE LINE THAT 
SCHEME IS NECESSITATED BY HIGH LEVEL OF INFLATION IN UK, 
MUCH HIGHER THAN LEVEL IN COMPETITOR COUNTRIES, AND BY 
FRENCH OPERATIONS OF SIMILAR SCHEME, WHICH THEY SAID, 
UNLIKE UK'S, IS NOT TEMPORARY; CHANGES ANNOUNCED 
DECEMBER 18 WERE NOT EXPANSION OF SCHEME BUT IMPROVEMENT 
WITH INTENT TO MAKE IT MORE WORKABLE AND RESPONSIVE TO 
NEEDS OF U.K. EXPORTERS. 

3. THORNTON ADDED TO THE ABOVE THAT SCHEME WOULD BE 
SELF-FINANCING AND SHOULD SHOW A SMALL SURPLUS. HOW- 
EVER, WHEN WE INDICATED SKEPTICISM ON THIS POINT AT 
SUBSEQUENT MEETING WITH OTHER CIVIL SERVANTS, NONE OF 
THOSE PRESENT SUPPORTED THIS CONTENTION BEYOND SAYING 
THAT IF INFLATION SHOULD FALL MORE RAPIDLY THAN INSURERS 
ANTICIPATE, FEES COULD MORE THAN BALANCE PAYMENTS, IN 
WHICH CASE SCHEME COULD NOT BE CONSIDERED SUBSIDY. WE 
SAID THIS SEEMS EXTREMELY UNLIKELY. 

4. YESTERDAYS ANNOUNCEMENT REPORTED SEPTEL. 

RICHARDSON 
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